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LQ &DPEULGJH 8QLYHUVLW\ 7KH VXSSRUW RI WKH /HYHUKXOPH 7UXVW ZKLFK KDV
IXQGHGWKLVSURJUDPPHLVJUDWHIXOO\DFNQRZOHGJHG:HWKDQN'DYH&DPSEHOO
9DQHVVD )LQFK *HRII 0HHNV 3DXO .DWWXPDQ %RE 5RZWKRUQ DQG 0LFKDHO
:KLQFRSIRUWKHLUKHOSIXOFRPPHQWVRQDQHDUOLHUGUDIW:HDUHDOVRJUDWHIXOIRU
VXJJHVWLRQV UHFHLYHG IROORZLQJ SUHVHQWDWLRQV WR /HYHUKXOPH SURJUDPPH
SDUWLFLSDQWV PHPEHUV RI WKH &HQWUH IRU /HJDO 3KLORVRSK\ 8QLYHUVLW\ RI
/RXYDLQOD1HXYHWKH1HWZRUNRI,QGXVWULDO(FRQRPLVWV$QQXDO0HHWLQJ
D6WDII6HPLQDUDW&DUGLII/DZ6FKRRODQGDQ637/6HPLQDURQ&RPSDQ\/DZ
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OLNH FKDUDFWHU LQ LQGLYLGXDO RSWLPLVDWLRQ FDOFXODWLRQV LW LV QRZ
XQGHUVWRRGWKDWQRUPVPD\E\SDVVRUVXEVWLWXWHIRUODZ¶VLPSDFW
DOWRJHWKHU$QRWKHUSRVVLELOLW\LVWKDWWKHODZ¶VHIIHFWRQEHKDYLRXU
PD\ EH LQGLUHFW GHSHQGLQJ RQ VXEWOH LQWHUDFWLRQV ZLWK HPEHGGHG
QRUPV
7KLVVKLIWLQDQDO\WLFDOSHUVSHFWLYHKDVQRW\HWILOWHUHGWKURXJKWRWKH
ODZ DQG HFRQRPLFV OLWHUDWXUH RQ FRUSRUDWH LQVROYHQF\ ZKLFK KDV
FRQFHQWUDWHG H[FOXVLYHO\ RQ WKH UROH RI OHJDO UXOHV LQ UHVROYLQJ
ILQDQFLDOGLVWUHVV7KHSULQFLSDOGHEDWHKDVEHHQZKHWKHULQVROYHQF\











LQVROYHQF\ UXOHV DQG LW KDV EHHQ FRPPRQ JURXQG WKDW SDUWLHV¶
LQFHQWLYHV ZLOO EH VKDSHG E\OHJDO HQIRUFHPHQW PHFKDQLVPV 2XU
SDSHU¶VFRQWULEXWLRQLVWRSRLQWWKHZD\WRZDUGVDQLQFRUSRUDWLRQLQWR




SXEOLF ILUPV DUH UHQHJRWLDWHG LQ WKH 8. :H ILQG WKDW WKHVH
QHJRWLDWLRQV DUH FRQGXFWHG DFFRUGLQJ WR D SURFHVV NQRZQ DV WKH
µ/RQGRQ $SSURDFK¶ ZKLFK KDV WKH IROORZLQJ JHQHUDO IHDWXUHV RQ
EHLQJLQIRUPHGRIWKHGHEWRU¶VILQDQFLDOGLVWUHVVEDQNFUHGLWRUVILUVW
DGRSW D µVWDQGVWLOO¶ ZKHUHE\ QRQH HQIRUFH LQGLYLGXDO ULJKWV DQG
H[LVWLQJ OLQHV RI FUHGLW DUH PDLQWDLQHG $Q LQIRUPDO FUHGLWRUV¶










(QJOLVKFRUSRUDWHLQVROYHQF\ODZ LVFOHDUO\ UHOHYDQW WR WKH ZD\ LQ
ZKLFKSDUWLHVEHKDYH,QVROYHQF\SURFHHGLQJVFDQEHFRPPHQFHGE\
DQLQVROYHQWGHEWRURUDQ\RILWVFUHGLWRUV7KXVDQ\ DWWHPSWE\ D
FUHGLWRU WR HQIRUFH LWV GHEW LQGLYLGXDOO\ ZLOO SURYRNH LQVROYHQF\
$OWKRXJK DWWHPSWV WR UHQHJRWLDWH ZLOO QRW EH FRVWOHVV UDWLRQDO
FUHGLWRUVZLOOSUHIHUWRGRVRSURYLGHGWKDWWKH\H[SHFWWKHFRVWVRI
UHQHJRWLDWLRQWREHORZHUWKDQWKHFRVWVRILQVROYHQF\SURFHHGLQJV
+DXJHQ DQG 6HQEHW  ,Q SDUWLFXODU LI QHJRWLDWLRQV FDQ EH
FRQGXFWHGLQVHFUHF\WKHQµLQGLUHFW¶FRVWVVXFKDVORVVRIJRRGZLOO
ZKLFK DUH DVVRFLDWHG ZLWK WKH SXEOLF HYHQW RI LQVROYHQF\ FDQ EH
DYRLGHG (PSLULFDO VWXGLHV VXJJHVW VXFK FRVWV JHQHUDWHG E\
XQFHUWDLQW\DERXWWKHILUP¶VIXWXUHDUHODUJH&XWOHUDQG6XPPHUV
DQGWKXVWKHSRWHQWLDOUHQHJRWLDWLRQVXUSOXVLVVLJQLILFDQW
+RZHYHU WKH OHJDO UXOHV LQ WKH EDFNJURXQG RI WKH µUHQHJRWLDWLRQ
JDPH¶GRQRWRIWKHPVHOYHVPLWLJDWHSRWHQWLDOO\VLJQLILFDQWREVWDFOHV
WR PXOWLODWHUDO EDUJDLQLQJ VXFK DV IUHHULGHU SUREOHPV µUDQVRP¶
GHPDQGV DV\PPHWULF LQIRUPDWLRQ DQG KHWHURJHQHRXV SULRULWLHV
7KHVHFRXOGOHDGWRUHQHJRWLDWLRQVIDLOLQJDQGWKHILUPVXEVHTXHQWO\
HQWHULQJDIRUPDOLQVROYHQF\SURFHGXUH,IWKLVKDSSHQVWKHQFUHGLWRUV
ZLOO KDYH LQFXUUHG SURIHVVLRQDO IHHV GXULQJ WKH UHQHJRWLDWLRQ LQ
DGGLWLRQWRWKHFRVWVRILQVROYHQF\&UHGLWRUVDQWLFLSDWLQJWKLVUHVXOW
ZRXOG RSW IRU LPPHGLDWH LQVROYHQF\ 6LQFHLQVROYHQF\ PD\ EH
SURYRNHGE\DVLQJOHFUHGLWRUZHZRXOGH[SHFWWRREVHUYHIUHTXHQW
FROODSVH LQWR LQVROYHQF\ RI ODUJH ILUPV 7KH IDFW WKDW ZH GR QRW
VXJJHVWV WKDW QRQOHJDO FRQVWUDLQWV DUH RSHUDWLQJ RQ WKH SDUWLHV¶
EHKDYLRXU
:H ILQG WKDW SURIHVVLRQDO QHJRWLDWRUV FRQVLGHU WKDW WKH SURFHGXUH
NQRZQ DV WKH µ/RQGRQ $SSURDFK¶ LV PRUH WKDQ MXVW DQ HPSLULFDO
UHJXODULW\ EXW KDV QRUPDWLYH IRUFH 7KH\ JLYH D YDULHW\ RI
H[SODQDWLRQVRIZK\WKH\DQGWKHLUFOLHQWVDFWLQDFFRUGDQFHZLWKLW
2QHLVDSHUFHLYHGWKUHDWRIUHJXODWRU\VDQFWLRQVIURPWKH%DQNRI









DUH FXUUHQWO\ DW ZRUN L 6HFXUHG FUHGLWRUV ZLWK WLPHVHQVLWLYH
FROODWHUDOZKRKDYHDQLQFHQWLYHWRSUHVVIRULQVROYHQF\DUHGLVVXDGHG
IURPGRLQJVRWKURXJKWKHWKUHDWRIH[FOXVLRQIURPIXWXUHEXVLQHVVE\











D EULEH 7KHRUHWLFDO ZRUN VXJJHVWV WKDW SDUWLHV ZLOO XVHEDFNZDUGV








RI SUR UDWD VKDULQJ RI VXUSOXV LPSRVHV D FRQVWUDLQW RQ WKHRIIHUV
ZKLFK DUH µDFFHSWDEOH¶ WR FUHGLWRUV LY $V\PPHWULF LQIRUPDWLRQ
SUREOHPV DUH JUHDWO\ UHGXFHG E\ WKH QRPLQDWLRQ RI D µOHDG EDQN¶
ZKLFKRYHUVHHV WKH JDWKHULQJ RI LQIRUPDWLRQ DQG WKHQ SURPXOJDWHV
WKLVWRFUHGLWRUVDVWKHLQIRUPDWLRQZKLFKZLOOEHµDXWKRULWDWLYH¶IRU
QHJRWLDWLRQV 7KLV VHHPV WR EH D VHOIHQIRUFLQJ VROXWLRQ WR D
FRRUGLQDWLRQSUREOHPJLYHQWKDWRWKHUFUHGLWRUVZLOODELGHE\WKHOHDG
EDQN¶V µILQGLQJV¶ WKHQ FUHGLWRU $ KDV QR LQFHQWLYH WR LQYHVW
XQLODWHUDOO\ LQ LQIRUPDWLRQJDWKHULQJ DQG WKHQ DWWHPSW WR SHUVXDGH
RWKHUEDQNVWRDJUHHZLWKLWLQVWHDG
/RRNLQJ EDFNZDUGV WKH UHODWLYH LPSRUWDQFH RI WKHVH PHFKDQLVPV
DSSHDUVWRKDYHFKDQJHGRYHUWLPH:HVSHFXODWHWKDWWKH%DQNRI
(QJODQG¶VUROHPD\KDYHEHHQFUXFLDODWWKHRXWVHWZLWKWKH/RQGRQ





UROH SOD\HG E\ IRUPDO OHJDO DQG JRYHUQPHQWDO PHFKDQLVPV LQ
VWLPXODWLQJWKHHYROXWLRQRIQRUPV




LQYHVWRUV ZKR GR QRW DSSHDU WR EH IDPLOLDU ZLWK WKH QRUPV WKDW
FRQVWLWXWHWKH/RQGRQ$SSURDFK7KHFRQVHTXHQFHVRIWKHVHFKDQJHV
ZLOOLPSDFWGLIIHUHQWO\RQWKHYDULRXVHQIRUFHPHQWPHFKDQLVPVZH
KDYH LGHQWLILHG 7KH GHEW WUDGHUV DUH QRW LQ WKH EXVLQHVV RI
SDUWLFLSDWLQJLQV\QGLFDWHGORDQVDWWKHRXWVHWDQGVRDUHXQOLNHO\WR
EHLQIOXHQFHGE\WKHWKUHDWRIH[FOXVLRQIURPWKLVµFRPPRQUHVRXUFH¶







7KH UHVW RI WKLV SDSHU LV VWUXFWXUHG DV IROORZV 6HFWLRQ  RIIHUV D
UHYLHZRIWKHODZDQGHFRQRPLFVVFKRODUVKLSRQLQVROYHQF\6HFWLRQ
VHHNVWRFODULI\VRPHGHILQLWLRQDOLVVXHVZKLFKKDYHDULVHQIURPWKH




SDUWLHVLQUHGXFLQJ WUDQVDFWLRQ FRVWV DQG LWVVWDELOLW\ KRZ DUH WKH
µQRUPV¶ HQIRUFHG" 6HFWLRQ  WKHQ FRQVLGHUV WKH HYROXWLRQ RI WKHVH
QRUPVVSHFXODWLQJWKDWWKHLUFXUUHQWIRUPUHIOHFWVWKHLQIOXHQFH RI















7KH EDVLF LGHD LV WKDW GHIDXOW RQ GHEW JLYHV FUHGLWRUV WKH ULJKW WR
UHPRYH DVVHWV IURP PDQDJHUV¶ FRQWURO 7KLV ZLOO WHQG WR IRFXV
PDQDJHUV¶ PLQGV H[ DQWH -HQVHQ   DQG DOVR DOORZV




$FFRUGLQJO\ DQDO\VLV RI FRUSRUDWH LQVROYHQF\ ODZ LQ WKLV WUDGLWLRQ
EHJDQE\VHHNLQJSRVVLEOHHIILFLHQF\UDWLRQDOHVIRULWVH[LVWHQFH7KH
EHVWNQRZQ DQDO\VLV LV GXH WR -DFNVRQ  2XWVLGH LQVROYHQF\




VROG RII VHSDUDWHO\ ZLWK WKH FRQVHTXHQFH WKDW WKH ILUP¶V EXVLQHVV
ZRXOGEHGLVPHPEHUHG:KHUHWKHILUPLVZRUWK PRUHDVDJRLQJ
FRQFHUQWKHFUHGLWRUVRIVXFKDILUPILQGWKHPVHOYHVIDFHGZLWKD




DELGH E\ D FROOHFWLYH SURFHGXUH WKHUHE\ µVROYLQJ¶ WKH SULVRQHU¶V
GLOHPPD
6LQFH -DFNVRQ¶V RULJLQDO LQVLJKW ODZ DQG HFRQRPLFV VFKRODUV KDYH
VRXJKWWRHVWDEOLVKWKHFRQWHQWRIWKHµRSWLPDO¶²FRVWPLQLPLVLQJ²
LQVROYHQF\SURFHGXUH6WDUWLQJZLWKWKHVRFLDOFRVWVJHQHUDWHGE\D
µUDFH WR FROOHFW¶ WKH IUDPH RI UHIHUHQFH H[SDQGHG WR HQFRPSDVV
RSWLPLVDWLRQDFURVVVHYHUDOPDUJLQVWKHGHSOR\PHQWRIWKHEDQNUXSW
ILUP¶VDVVHWVWKHOHQJWKRIWLPHWDNHQDQGSURIHVVLRQDOIHHVLQFXUUHG
LQ LQVROYHQF\ SURFHHGLQJV WKH FRVWV RI EDUJDLQLQJ RYHU WKH
GLVWULEXWLRQRIDVVHWVLQLQVROYHQF\DQGWKHSUHLQVROYHQF\LQFHQWLYHV
JLYHQWRSDUWLHVPDNLQJLQYHVWPHQWGHFLVLRQV7KLVJDYHULVHWRDZLGH
YDULHW\ RI SURSRVDOV IRU LPSURYHG UHJLPHV 5RH  %HEFKXN
 $JKLRQ HW DO  $V WKLV OLWHUDWXUH GHYHORSHG WKH
RSWLPLVDWLRQµSUREOHP¶JUDGXDOO\H[SDQGHGIURPRQHRIPLQLPLVLQJ
FRVWV RI FROOHFWLYH DFWLRQ WR RQH HQFRPSDVVLQJ D YDULHW\ RI
SUHLQVROYHQF\LQFHQWLYHVVHH7ULDQWLV
0XFK RI WKH µRSWLPDO LQVROYHQF\¶ OLWHUDWXUH SURFHHGV IURP WKH
DVVXPSWLRQ WKDW IRUPDO OHJDO SURFHHGLQJV DUH WKH ZD\ LQ ZKLFK
ILQDQFLDOGLVWUHVVJHWVUHVROYHG
￿+RZHYHUWKLVPD\SD\LQVXIILFLHQW
DWWHQWLRQ WR WKH &RDVH WKHRUHP :KHUHYHU WKH WUDQVDFWLRQ FRVWV RI
EDUJDLQLQJ DUH ORZHU WKDQ WKH H[SHFWHG FRVWV RI LQVROYHQF\ WKHQ
UDWLRQDOFUHGLWRUVZLOOFKRRVHWRUHQHJRWLDWHLQVWHDGRIHQWHULQJIRUPDO
SURFHHGLQJV +DXJHQ DQG 6HQEHW  µ:RUNRXWV¶ DUH LQGHHG D
IUHTXHQW RFFXUUHQFH LQ WKH 86 *LOVRQ HW DO  +HQFH WR
XQGHUVWDQGLQVROYHQF\IXOO\ZHPXVWDOVREHDEOHWRDFFRXQWIRUWKH











GHFLVLRQV WR UHGXFH WKH IDFH YDOXH RI WKHLU FODLPV
￿< H W L I P D Q \
FUHGLWRUVUHDVRQLQWKLVZD\DQLQVXIILFLHQWQXPEHUZLOODJUHHWRWKH












PRUH OLNHO\ ZKHUH ILUPV KDYH UHODWLYHO\ KRPRJHQHRXV FDSLWDO
VWUXFWXUHV*LOVRQHWDO$VTXLWKHWDO&KDWWHUMHHHWDO
FI)UDQNVDQG7RURXV
+DXJHQ DQG 6HQEHW  DUJXH WKDW WKHVH FRVWV FDQ EH UHQGHUHG








-DFNVRQ¶V PRGHO IDFH QR GLOHPPD LI WKH\ DUH DEOH WR FRQWUDFW LQ
DGYDQFHWRFRRSHUDWH7KHDUJXPHQWLVWKHQWKDWFUHGLWRUVGRQRWIDFH
DFRRSHUDWLRQSUREOHPEXWUDWKHURQHRIFRRUGLQDWLRQ²KRZWRDJUHH
RQ ZKLFK LQVROYHQF\ SURFHGXUH WKH\ ZLOO µFRQWUDFW IRU¶ ,I FUHGLW











WKHLU ULJKW WR XVH VWDWHVXSSOLHG LQVROYHQF\ SURFHGXUHV 6FKZDUW]
 7KLV OLPLWV WKH VHW RI H[ DQWH FRQWUDFWV ZKLFK ZLOO EH
DFKLHYDEOHLQRUGHUWRHQVXUHWKDWQRSDUW\KDVDQLQFHQWLYHWRGHIHFW
WKH\ PXVW PDNH DOO SDUWLHV EHWWHU RII WKDQ WKH\ ZRXOG EH ZHUH




LQWHUHVW UDWH GLVFRXQW LQ UHWXUQ IRU WKHLU FRPPLWPHQW WR HPSOR\ D
IDYRXUDEOHLQVROYHQF\UHJLPHDUHRSHQWRWKHULVNWKDWWKHILUPZLOO


















 .DLVHU  7KHUH KDV EHHQ OLWWOH LQYHVWLJDWLRQ RI WKH
H[WHQWWRZKLFKSDUWLHVLQGLIIHUHQWMXULVGLFWLRQVFDQDQGGRFXVWRPLVH
LQVROYHQF\ SURFHGXUHV E\ FRQWUDFW RU WKH LPSDFW RI GLIIHUHQW
LQVROYHQF\ ODZV RQ WKH FKRLFH EHWZHHQ ZRUNRXWV DQG IRUPDO
SURFHHGLQJV
￿$PRUHIXQGDPHQWDOZHDNQHVVLQWKHH[LVWLQJOLWHUDWXUH
LV KRZHYHU LWV IDLOXUH WR FRQVLGHU WKH SRVVLEOH UROH RIQRQOHJDO
LQVWLWXWLRQV LQ UHGXFLQJ WKH FRVWV RI ILQDQFLDO GLVWUHVV
￿$ F RP P R Q
IHDWXUHRIERWKVWDWHVXSSOLHGODZVDQGµFRQWUDFWXDO¶SURFHGXUHVLVWKDW




2XU SDSHU SURYLGHV LQVLJKWV LQWR KRZ GHEW FRQWUDFWV ZLWK ODUJH
FRUSRUDWHERUURZHUVDUHUHVWUXFWXUHGXQGHU(QJOLVKODZ:HILQGWKDW
QRUPVSOD\DVLJQLILFDQWUROHLQWKHUHVROXWLRQRIILQDQFLDOGLVWUHVVLQ
ODUJH 8. FRUSRUDWHV 7KLV SRLQWV WKH ZD\ WR DQ HQULFKHG
XQGHUVWDQGLQJ RI µLQVROYHQF\¶ SURFHVVHV DQG WKHUHE\ D EURDGHU
IUDPHZRUNIRUWKHLULPSURYHPHQWWKURXJKVWDWHLQWHUYHQWLRQ
 $QRYHUYLHZRIQRUPVWKHRU\





OHJDO UXOHV DQG VDQFWLRQV ZKLFK SXUSRUW WR JRYHUQ WKH UHODWLRQV LQ
TXHVWLRQ0DFDXOD\%HDOHDQG'XJGDOH(OOLFNVRQ
%HUQVWHLQ  $W WKH VDPH WLPH WKHRUHWLFDO PRGHOV KDYH EHHQ
GHYHORSHG ZKLFK H[SODLQ QRUPV DV WKH RXWFRPH RI DJHQWV¶
LQWHUDFWLRQV UDWKHU WKDQ EHLQJ GHULYHG IURP IRUPDO LQVWLWXWLRQV
8OOPDQQ0DUJDOLW  6FKRWWHU  6XJGHQ  7KHVH
WKHRULHV VHHN WR H[SODLQ µKRZ UXOHV UHJXODWLQJ KXPDQ DFWLRQ FDQ
HYROYHZLWKRXWFRQVFLRXVKXPDQGHVLJQDQGFDQPDLQWDLQWKHPVHOYHV
ZLWKRXW WKHUH EHLQJ DQ\ IRUPDO PDFKLQHU\ IRU HQIRUFLQJ WKHP¶
6XJGHQ
$SDUWLFXODUO\LPSRUWDQWVXJJHVWLRQLVWKDWQRUPVFDQEHXQGHUVWRRG
L Q W H U P V R I IRFDO SRLQWV 6FKHOOLQJ  RUFRQYHQWLRQV /HZLV
WKDWLVWRVD\DVXQLWVRIVKDUHGLQIRUPDWLRQZKLFKSURYLGHD
EDVLVIRUFRRUGLQDWLQJWKHDFWLRQVRILQGLYLGXDOV,QDQLQWHUDFWLRQ
EHWZHHQ DJHQWV ZKLFK FDQ EH PRGHOOHG DV D µJDPH RI SXUH
FRRUGLQDWLRQ¶ LQGLYLGXDO UDWLRQDOLW\ DORQH FDQQRW SUHGLFW ZKLFK
DFWLRQVLQGLYLGXDOVZLOOWDNH.UHSV,IKRZHYHUDJHQWVDUH
DEOHWRDOLJQWKHLUH[SHFWDWLRQVE\UHIHUHQFHWRDFRQYHQWLRQVXFKDV
GULYLQJ RQ D SDUWLFXODU VLGH RI WKH URDG WKH\ FDQ DFKLHYH D FR
RUGLQDWHG KLJK SD\RII DQG DYRLG D ORZ SD\RII VXFK DV UHJXODU
KHDGRQFROOLVLRQV
,Q D µQRQFRRSHUDWLYH JDPH¶ VXFK DV WKH SULVRQHU¶V GLOHPPD WKH
SUREOHPLVVRPHZKDWGLIIHUHQWLQGLYLGXDODJHQWVDFWLQJUDWLRQDOO\
PD\KDYHQRLQFHQWLYHWRGHYLDWHIURPVWUDWHJLHVZKLFKOHDGRYHUDOO














SODFH WKURXJK D VHULHV RI G\QDPLF VHOHFWLRQ SURFHVVHV RFFXUULQJ
ZLWKLQDSRSXODWLRQRIDJHQWVWKURXJKZKLFKOHVVDGDSWLYHVWUDWHJLHV
DUH GHVHOHFWHG ,Q WKHVH PRGHOV ERXQGHG UDWLRQDOLW\ DQG DGDSWLYH
OHDUQLQJ UHSODFH WKH µK\SHUUDWLRQDOLW\¶ DQG SHUIHFW FDOFXODWLYHQHVV
ZKLFK FKDUDFWHULVH µFODVVLFDO¶ JDPH WKHRUHWLFDO DSSURDFKHV VHH
<RXQJ6XJGHQDVVRFLDWHVFRQYHQWLRQVZLWKWKH
FRQFHSWRIDQHYROXWLRQDULO\VWDEOHVWUDWHJ\µ(66¶ZKLFKLVGXHWR




GHQRWH ELRORJLFDO µILWQHVV¶ ZLWK WKH UHVXOW WKDW ORZ SD\RIIV PHDQ
ORZHUUHSOLFDWLRQ,Q6XJGHQ¶VDFFRXQWELRORJLFDOILWQHVVLVUHSODFHG
E\ XWLOLW\ DQG QDWXUDO VHOHFWLRQ E\ DGDSWLYH OHDUQLQJ $JHQWV













LQVWLWXWLRQDOLVHG UXOHV DQG FHQWUDOLVHG HQIRUFHPHQW PHFKDQLVPV DUH










VHDUFKLQJ IRU WKH VROXWLRQ WR FRPPRQO\ UHFXUULQJ FRRUGLQDWLRQ
SUREOHPVLWPD\EHVDLGWKDWQRUPVDUHDNLQGRILQIRUPDWLRQUHVRXUFH
± WKH\ HPERG\ LQIRUPDWLRQ DERXW WKH OLNHO\ VWUDWHJLHV RI SOD\HUV
:DUQHU\G,QWKHVWDWHVRIQDWXUHFRQVLGHUHGE\6XJGHQDQG







SURFHVVHV RI FRGLILFDWLRQ DQG V\VWHPDWLVDWLRQ RI QRUPV ZKLFK DUH
H[SOLFLWO\ VWDWHG DQG OLQNHG WRJHWKHU LQ D ERG\ RI GRFWULQH DQG
VDQFWLRQV RI YDULRXV NLQGV DWWDFKHG WR WKHP ,Q WKH FRQWH[W RI WKH
FRPPHUFLDOWUDQVDFWLRQVZKLFKZHDUHFRQVLGHULQJKHUHLQDGGLWLRQWR






















FRUUHFWLQJ 3RVQHU  $W WKH VDPH WLPH WKH SUHFLVH UROH RI
LQVWLWXWLRQDOPHFKDQLVPVZLWKLQWKHSURFHVVHVRIQRUPIRUPDWLRQLV




UHVXOW IURP WKH H[SHULHQFH RI WKH UHOHYDQW DJHQWV LQ GHDOLQJ ZLWK
FRQIOLFWV DQG UHVROYLQJ FRRUGLQDWLRQ IDLOXUHV ,QVWLWXWLRQDO QRUPV
WKHUHIRUHDUHDIRUPRIHQFRGHGLQIRUPDWLRQDERXWVWUDWHJLHVZKLFK




7KH HPSKDVLV LV VKLIWHG DZD\ IURP LQGLYLGXDO OHDUQLQJ EDVHG
SULQFLSDOO\RQREVHUYDWLRQDQGLPLWDWLRQWRPHFKDQLVPVRIVRFLDORU






µ>$@ QRQ VWDWXWRU\ DQG LQIRUPDO IUDPHZRUN LQWURGXFHG ZLWK WKH
VXSSRUWRIWKH%DQNRI(QJODQGIRUGHDOLQJZLWKWHPSRUDU\VXSSRUW
RSHUDWLRQVPRXQWHGE\EDQNVDQGRWKHUOHQGHUVWRDFRPSDQ\RUJURXS











DQG WKRVH RI VHFXUHG FUHGLWRUV LQ SDUWLFXODU
￿￿ 7KH PRVW EDVLF





GHEWRU FRPSDQ\ LV XQDEOH WR SD\ LWV GHEWV
￿￿7 K H R U G H U V W D \ V D O O
HQIRUFHPHQW DFWLRQV E\ XQVHFXUHG FUHGLWRUV
￿￿ EXW GRHV QRW VWD\
VHFXUHGFUHGLWRUVZKRVHFROODWHUDOLVYLHZHGDVWKHLUSURSHUW\DQGQRW
SDUW RI WKH GHEWRU¶V HVWDWH
￿￿ 7KH UHVSHFW DIIRUGHG WR WKH ULJKWV RI
VHFXUHG FUHGLWRUV PHDQV WKDW DEVROXWH SULRULW\ LV UHVSHFWHG DOPRVW
HQWLUHO\LQ(QJOLVKFRUSRUDWHEDQNUXSWFLHV)UDQNVDQG7RURXV
6HFXUHG FUHGLWRUV DUH KRZHYHU VWD\HG XQGHU WKHDGPLQLVWUDWLRQ
SURFHGXUHLQWURGXFHGLQ
￿￿/LNHZLQGLQJXSWKLVLQYROYHVWKH
GLVSODFHPHQW RI WKH GHEWRU FRPSDQ\¶V PDQDJHPHQW LQ IDYRXU RI D
FRXUWDSSRLQWHG RIILFLDO EXW LQ WKLV FDVH VKH FRQWLQXHV WR UXQ WKH
EXVLQHVV
￿￿$QDGPLQLVWUDWLRQRUGHUPD\EHPDGHIRURQHRUPRUHRID
YDULHW\ RI SXUSRVHV WR SUHVHUYH WKH EXVLQHVV WR REWDLQ D EHWWHU
UHDOLVDWLRQ RI WKH DVVHWV WKDQ LQ ZLQGLQJXS RU WR HQDEOH D
UHRUJDQLVDWLRQ WR WDNH SODFH
￿￿ $ YDULHW\ RI VWDWXWRU\ µFUDP GRZQ¶
SURYLVLRQVZKHUHE\DPDMRULW\RIDFRPSDQ\¶VFUHGLWRUVFDQDJUHHWR











DSSRLQW DQ DGPLQLVWUDWLYH UHFHLYHU ZKR ZLOO WDNH RYHU WKH





VHFXULW\ LQWHUHVWV DUH IRXQG PRVW IUHTXHQWO\ LQ VPDOO ILUPV ZLWK D










FRQWDLQLQJ WKH KHDG RIILFHV RI RYHU ILYH KXQGUHG GRPHVWLF DQG
LQWHUQDWLRQDOEDQNV5HODWLRQVEHWZHHQWKHEDQNVDUHµUHJXODWHG¶E\
VHYHUDO GLIIHUHQW PHFKDQLVPV $W D IDLUO\ VSHFLILF OHYHO WKH\ DUH
FRQWUDFWXDOO\ ERXQG E\ WKH WHUPV RI WKH V\QGLFDWHG OHQGLQJ
DJUHHPHQWV LQ ZKLFK WKH\ KDYH SDUWLFLSDWHG 0RUH JHQHUDOO\ WKHLU




























QRQILQDQFLDO ILUPV 2YHU WKH QH[W ILIWHHQ \HDUV WKH %DQN EHFDPH
LQYROYHGDVDEURNHUDQGµULQJNHHSHU¶LQDQXPEHURIODUJHFRUSRUDWH
GHEW ZRUNRXWV $ SROLF\ GHFLVLRQ ZDV VXEVHTXHQWO\ WDNHQ WKDW WKH
%DQN¶V UROH VKRXOG EHFRPH OHVV RYHUW ZLWK WKH UHVSRQVLELOLW\ IRU







DYRLGHG GHDOLQJ ZLWK VSHFLILF GHWDLOV 7KH LGHD ZDV WKDW WKHVH
SULQFLSOHV ZRXOG EH GHYHORSHG DQG DSSOLHG E\ PDUNHW SDUWLFLSDQWV
ZLWKRXWDQ\QHHGIRUµKDQGVRQ¶LQWHUYHQWLRQE\WKH%DQN
 :KDWGRHVWKH/RQGRQ$SSURDFKLQYROYH"
2XU DFFRXQW RI WKH FRQWHQW RI WKH µ/RQGRQ $SSURDFK¶ LV EDVHG
SULPDULO\ RQ GDWD REWDLQHG IURP LQWHUYLHZV ZLWK SUDFWLWLRQHUV DQG
UHODWHVWRZRUNRXWVWKDWWRRNSODFHGXULQJWKHV:HFRQGXFWHG












EDQNV WKDW LW LV ILQDQFLDOO\ GLVWUHVVHG DQG ZRXOG OLNH WR LQLWLDWH D
ZRUNRXW $W WKLV VWDJH WKH EDQNV DJUHH DPRQJVW WKHPVHOYHV WR D
µVWDQGVWLOO¶GXULQJZKLFKQRHQIRUFHPHQWDFWLRQVDUHWDNHQDJDLQVWWKH
GHEWRUDQGDOOH[LVWLQJOLQHVRIFUHGLWDUHNHSWRSHQ7KHEDQNVZLOO
DOVR DJUHH WR SURYLGH DGGLWLRQDO ZRUNLQJ FDSLWDO ZKHUH WKLV LV
QHFHVVDU\IRUWKHGHEWRU¶VFRQWLQXHGVXUYLYDO6XFKµQHZPRQH\¶LV














DFWV DV D FRQGXLW IRU LQIRUPDWLRQ IURP WKH FRPSDQ\ DQG WKH
LQYHVWLJDWLQJ DFFRXQWDQWV WR RWKHU ILQDQFLDO LQVWLWXWLRQV DQGYLFH
YHUVD 7KH WHUPLQRORJ\ LV GUDZQ IURP WKDW XVHG LQ DUUDQJLQJ
V\QGLFDWHGORDQV
￿￿7UDGLWLRQDOO\WKHOHDGEDQNLQDZRUNRXWZRXOG





ODZ\HUV DFWLQJ IRU WKH OHDG EDQN DUH XVXDOO\ LQVWUXPHQWDO LQ
VWUXFWXULQJ WKH WHUPV RI WKH QHJRWLDWLRQV
￿￿ ,Q ZRUNRXWV LQYROYLQJ
ODUJH QXPEHUV RI EDQNV D VLQJOH FRRUGLQDWLQJ OHDG EDQN ZLOO EH
LQVXIILFLHQWWRPDQDJHWKLVUROHDQGDµVWHHULQJFRPPLWWHH¶ZLOOEH
DSSRLQWHGFRQWDLQLQJUHSUHVHQWDWLYHVIURPWKHYDULRXVORDQV\QGLFDWHV
DQG MXULVGLFWLRQV %RUUHWW   'RQDOGVRQ  
,QWHUYLHZHHVHPSKDVLVHGWKDWWKHPRUHUHSUHVHQWDWLYHWKHFRPSRVLWLRQ
RI WKH FRPPLWWHH WKH PRUH HIIHFWLYH LW ZDV DV D PHFKDQLVP IRU
UHGXFLQJ QHJRWLDWLQJ FRVWV
￿￿ 7KH UHVWUXFWXULQJ PD\ UDQJH IURP D
VLPSOHGHEWIRUJLYHQHVVSDFNDJHWKURXJKWRDGHEWHTXLW\VZDSZLWKD
YDULHW\ RI PRUH H[RWLF VWUXFWXUHV LQ EHWZHHQ






























RI VRPH IUHVK GHEW DQG HTXLW\ 7KH FODLPV ZRXOG EH DSSRUWLRQHG
EHWZHHQEDQNV$DQG&LQSURSRUWLRQWRWKHLUH[SRVXUH
7KHHQWLUHSURFHVVRID/RQGRQ$SSURDFKZRUNRXWLVNHSWVHFUHWZLWK
SDUWLFLSDWLQJ EDQNV DQG WKHLU DGYLVHUV HQWHULQJ FRQILGHQWLDOLW\
DJUHHPHQWV 7KLV PHDQV WKDW WUDGH FUHGLWRUV HPSOR\HHV DQG
VKDUHKROGHUVDUHXQOLNHO\WREHDZDUHWKDWDUHVWUXFWXULQJLVWDNLQJ











EDQNV IDFHG ZLWK D GLVWUHVVHG ILUP ,I LW LV FRPPRQ NQRZOHGJH
DPRQJVWWKHEDQNVWKDWQRQHQIRUFHPHQWZLOOOHDGWRDZRUNRXWZLWKD
ODUJHU H[SHFWHG SD\RII WKDQ LQVROYHQF\ WKHQ HQIRUFHPHQW LV QRW
UDWLRQDO 7KH /RQGRQ $SSURDFK SURFHGXUH IXQFWLRQV WR UHGXFH WKH
WUDQVDFWLRQFRVWVRIUHQHJRWLDWLRQDQGWKHUHE\LQFUHDVHWKHH[SHFWHG
SD\RII WR SDUWLFLSDWLQJ FUHGLWRUV DQG WKH IDFW WKDW LWV FRQWHQW LV
FRPPRQNQRZOHGJHDPRQJVWWKHFRPPXQLW\KHOSVWRDOLJQFUHGLWRUV¶
EHOLHIV7KLVLQWXUQUHTXLUHVFRQVLGHUDWLRQRIWKHHQIRUFHPHQWRIWKH
/RQGRQ $SSURDFK QRUPV JLYHQ WKDW WKH\ DUH QRW HPERGLHG LQ
OHJLVODWLRQRUFDVHODZZKDWLVWKHUROHRIQRQOHJDOPHFKDQLVPVLQ
HQVXULQJWKDWFUHGLWRUVDWWHPSWLQJDZRUNRXWGRVRDFFRUGLQJWRWKLV
SURFHGXUH" 6HFWLRQ  FRQVLGHUV D YDULHW\ RI µHQIRUFHPHQW¶
PHFKDQLVPVUHJXODWRU\ILDWE\WKH%DQNRI(QJODQGVHOIHQIRUFLQJ
FRQYHQWLRQV LQWHUQDOLVHG QRUPV DQG µPXWXDO DLG¶ DUUDQJHPHQWV
ZKHUHE\QRQFRRSHUDWLQJEDQNVDUHH[FOXGHGIURPIXWXUHEXVLQHVV,W
GRHVQRWH[SODLQKRZWKHVHQRUPVGHYHORSHGRYHUWLPHRUZKHWKHU





ZLOO FRQVWLWXWH D GHIDXOW RQ DOO RI LWV RWKHUV






HQIRUFHPHQW ZLOO WULJJHU RWKHU FUHGLWRUV WR FRPPHQFH LQVROYHQF\
SURFHHGLQJV&RQYHUVHO\LIDQRWKHUFUHGLWRUVHHNVWRHQIRUFHLWKDV
WKH RSWLRQ WR FRPPHQFH LQVROYHQF\ 7KXV LW LV UDWLRQDO IRU VXFK D
FUHGLWRU WR UHIUDLQ IURP HQIRUFLQJ LI LW WKLQNV WKDW WKH UHWXUQV WR
UHQHJRWLDWLRQ ZLOO EH KLJKHU WKDQ LWV OLNHO\ UHWXUQ LQ LQVROYHQF\
+RZHYHUHQWHULQJLQWRVXFKQHJRWLDWLRQVZLOOEHFRVWO\IRUSDUWLHVLQ
WHUPV RI SURIHVVLRQDO IHHV DQG LI WKH\ GR QRW DQWLFLSDWH WKDW WKH















DOVR FRQVLGHU WKH UHQHJRWLDWLRQ FRQGLWLRQV WR EH VDWLVILHG ,Q RWKHU
ZRUGV WKH VDWLVIDFWLRQ RI WKHVH FRQGLWLRQV PXVW EH FRPPRQ
NQRZOHGJH :H FRQVLGHU WKDW WKH IDFW WKDW DOO PDUNHW SDUWLFLSDQWV
H[SHFWWKDWUHQHJRWLDWLRQVZLOOEHFRQGXFWHGDFFRUGLQJWRWKHµ/RQGRQ
$SSURDFK¶SURFHGXUHGHVFULEHGLQVHFWLRQSOD\VDQLPSRUWDQWUROHLQ
HQVXULQJ WKDW WKH VDWLVIDFWLRQ RI WKHVH FRQGLWLRQV LV FRPPRQ




WUDQVDFWLRQ FRVWV LQ UHQHJRWLDWLRQ LV WKRXJKW WR EH WKH SUHVHQFH RI




WR DOO WKH FUHGLWRUV DERXW WKH GHEWRU ILUP¶V EXVLQHVV ,I WKH






µ,I \RX FDOO LQ \RXU GHEW \RX ZLOO WULJJHU WKH LQVROYHQF\ RI WKH
FRPSDQ\2IWKDWWKHUHLVQRGRXEW7KDWZLOOLQPRVWFDVHVHQVXUH
\RX RI VRPH FHUWDLQ ORVV ZKHUHDV LI \RX DJUHH WR D VWDQGVWLOO²
SURYLGLQJ \RX DUH QRW LQ DQ HQYLURQPHQW ZKLFK LV WRR UDSLGO\
FKDQJLQJ²WKHUH LV WKH UHDVRQDEOH SURVSHFW WKDW DW WKH HQG RI WKH
VWDQGVWLOOSHULRGWKHWKLQJZLOOQRWKDYHGHWHULRUDWHGWRDQ\PDWHULDO







6FKDUIVWHLQ  $QG WR DYRLG IUHHULGHU SUREOHPV EHWZHHQ
V\QGLFDWLRQV /RQGRQ $SSURDFK UHVWUXFWXULQJV XVXDOO\ PDNH WKH
FRQVHQW RI HDFK V\QGLFDWH FRQGLWLRQDO RQ WKH FRQVHQW RIDOOE H L Q J
REWDLQHG,QRWKHUZRUGVFRPSOHWHXQDQLPLW\LVUHTXLUHG
'HEW RYHUKDQJ 7KH ZHOONQRZQ µXQGHULQYHVWPHQW¶ RU µGHEW



















DOPRVW LQYDULDEO\ WKH FDVH ZLWK ODUJH GHEWRUV WKDW KDG EHFRPH
ILQDQFLDOO\ GLVWUHVVHG DQ DVVHUWLRQ ZKLFK LV VXSSRUWHG E\ WKH YHU\
OLPLWHG TXDQWLWDWLYH UHVHDUFK WKDW KDV EHHQ GRQH
￿￿* L Y H Q W K L V







RI WKH UXOHV LH WKH SURFHGXUH ZKLFK ZLOO EH HPSOR\HG LI
UHQHJRWLDWLRQLVFKRVHQWRRSWIRUUHQHJRWLDWLRQ:HQRZWXUQWRWKH
TXHVWLRQ RI WKH HQIRUFHPHQW RI WKHVH µQRUPV¶ KRZ FDQ UDWLRQDO
FUHGLWRUV EH VXUH WKDW UHQHJRWLDWLRQV ZLOO LQ IDFW EH FRQGXFWHG
DFFRUGLQJWRWKLVSURFHGXUH"7RSXWWKHPDWWHUDQRWKHUZD\LIDQ\
FUHGLWRU FDQ EHQHILW E\ GHYLDWLQJ IURP WKH SURFHGXUH  H[ SRVW WKH
ZKROH SURFHVV ZLOO XQUDYHO 2WKHU FUHGLWRUV ZLOO DQWLFLSDWH WKLV
GHYLDWLRQ H[ DQWH DQG WKLV ZLOO UHGXFH WKH DQWLFLSDWHG SD\RII RI
UHQHJRWLDWLRQ





















LQIRUPDO µJXLGDQFH¶ RI PDUNHW DFWRUV LQ D YDULHW\ RI FRQWH[WV WKH
LPSOHPHQWDWLRQRIPRQHWDU\SROLF\WKURXJKWKHXVHRIFUHGLWFRQWUROV
LWV UHJXODWLRQ RI GLVFRXQW DQG JLOWHGJHG PDUNHWV DQG LWV
HQFRXUDJHPHQW LQ WKH IRUPDWLRQ RI VHOIUHJXODWRU\ ERGLHV LQ WKH
ILQDQFLDO VHFWRU VXFK DV WKH 7DNHRYHU 3DQHO
￿￿ 8QWLO UHFHQWO\ WKH
%DQNKDVKDGIRUPDODXWKRULW\IRUWKHSUXGHQWLDOUHJXODWLRQRI8.
EDQNV DQG LW LV DOVR DEOH WR H[HUW FRQVLGHUDEOH LQIRUPDO LQIOXHQFH
WKURXJKLWVH[HUFLVHRIPDUNHWSRZHUDVDµSULYDWH¶FRQWUDFWLQJSDUW\
+DGMLHPPDQXLO
2QH SRVVLEOH FRQFOXVLRQ ZRXOG WKHUHIRUH EH WKDW WKH /RQGRQ
$SSURDFKLVVXVWDLQHGH[FOXVLYHO\E\WKHWKUHDWRIGLUHFWEXWFRYHUW
HQIRUFHPHQWE\WKH%DQNRI(QJODQG:HGRQRWKRZHYHUILQGWKLV
FRQFOXVLRQ FRPSHOOLQJ )LUVW WKH REVHUYHG GDWD QR HQIRUFHPHQW
DFWLYLW\GRQRWDOORZXVWRUHMHFWWKHµQXOOK\SRWKHVLV¶WKDWWKH%DQN
VLPSO\GRHVQRW PDNHWKLVW\SHRIWKUHDWWR FUHGLWRUV 6HFRQG WKH
SXEOLFVWDWHPHQWVRIWKH%DQNDQGLWVRIILFLDOVFOHDUO\SRLQWWRDVKLIW




UHJXODWLRQ RI EDQNV ZDV WUDQVIHUUHG WR WKH )LQDQFLDO 6HUYLFHV
$XWKRULW\LQVRLWVDELOLW\WRWKUHDWHQEDQNVKDVEHHQJUHDWO\
UHGXFHG )RU WKHVH UHDVRQV ZH WXUQ QRZ WR FRQVLGHUDWLRQ RI
GHFHQWUDOLVHGQRQOHJDOHQIRUFHPHQWPHFKDQLVPV
,QGLYLGXDOUDWLRQDOLW\$ODUJHSDUWRIWKH/RQGRQ$SSURDFKFDQEH
DQDO\VHG DV µVHOIHQIRUFLQJ¶ FRQYHQWLRQV LQ WKH VHQVH GHVFULEHG LQ




ZKLFK KDV WKHVH IHDWXUHV QR FUHGLWRU KDV DQ LQFHQWLYH WR GHYLDWH
EHFDXVHWKH\KDYHQRWKLQJWRJDLQE\LW&RQVLGHUIRUH[DPSOHWKH
FRQYHQWLRQ WKDW YRWLQJ PXVW EH XQDQLPRXV 7KLV UHTXLUHPHQW LV
SDUWLDOO\GHULYHGIURPORDQV\QGLFDWLRQDJUHHPHQWVZKLFKUHTXLUHWKH
XQDQLPRXV FRQVHQW RI V\QGLFDWH PHPEHUV EHIRUH DQ\ UHGXFWLRQ RI
LQWHUHVWRUSULQFLSDOFDQWDNHSODFH+RZHYHUWKHDJUHHPHQWVGRQRW
SUHYHQW D VLQJOHV\QGLFDWH²DQG /RQGRQ $SSURDFK ILUPV W\SLFDOO\
KDYH PDQ\ V\QGLFDWHG ORDQV²IURP XQLODWHUDOO\ UHQHJRWLDWLQJ
3URYLGHG WKH\ DQWLFLSDWH WKDW DOO RWKHU FUHGLWRUV ZLOO DJUHH WR D








  .HQW  :H WKHUHIRUH QHHG WR LQYHVWLJDWH WKH
G\QDPLFVRIWKHEDUJDLQLQJSURFHVVWRVHHZKHWKHURUQRWVXFKWKUHDWV
DUHFUHGLEOH,IWKH\DUHQRWKROGXSWDFWLFVZLOOQRWVXFFHHGDQGD












µ,W ZDV D VRUW RI FRQYHQWLRQ WKDW QRERG\ ZDV JRLQJ WR EULQJ >WKH
VWDQGVWLOO@ GRZQ DQG WKH\ GLGQ¶W EULQJ LW GRZQ ,W ZRUNHG RQ WKDW


















FUHGLWRU EDUJDLQLQJ ZKLFK WKH\ WKHQ H[WHQG LQ DQ DGPLWWHGO\
µLPSUHVVLRQLVWLF¶PDQQHUWRDVLWXDWLRQLQYROYLQJPXOWLSOHFUHGLWRUV
,QWHUHVWLQJO\ WKHVH DXWKRUV VXJJHVW WKDW XQGHU PXOWLSOHFUHGLWRU
EDUJDLQLQJZLWKDXQDQLPLW\UXOHFUHGLWRUVZLWKHTXDOGLVFRXQWUDWHV








































,W LV ZHOONQRZQ WKDW H[SHULPHQWDO UHVXOWV GR QRW VXSSRUW WKH
HTXLOLEULXPµSUHGLFWLRQV¶RIDOWHUQDWLQJRIIHUEDUJDLQLQJJDPHVVHH
.DJHODQG5RWKII5DWKHUH[SHULPHQWHUVKDYHIRXQGWKDW
RIIHUV PD\ EH UHMHFWHG LQ FLUFXPVWDQFHV ZKLFK DUH SUHGLFWHG
µHTXLOLEULD¶EHFDXVHWKH\YLRODWHSDUWLHV¶QRWLRQVRIµIDLUQHVV¶(OVWHU
DUJXHVWKDWQRUPV²LQKLVYLHZFRQVWUDLQWVRQRUGHOLPLWHUVRI
UDWLRQDO DFWLRQ²DUH LPSRUWDQW FRQVWUDLQWV RQ EDUJDLQLQJ SURFHVVHV
8VLQJH[DPSOHVGUDZQIURP6ZHGLVKFROOHFWLYHEDUJDLQLQJSURFHVVHV
KH VXJJHVWV WKDW QRUPV RI µHTXLW\¶ DUH RSHUDQW 7KHVH UHODWH




D HDFK OHQGHU LV HQWLWOHG WR H[HUFLVH LWV RZQ FRPPHUFLDO
MXGJHPHQWEXW
E HDFK OHQGHU LV H[SHFWHG WR EH UHDOLVWLF DQG SUDJPDWLF DQG
UHFRJQLVHWKHLPSDFWRILWVGHFLVLRQRQRWKHUV1ROHQGHUVKRXOGWU\WR
REWDLQWHUPVIRULWVHOIWKDWDUHLQHTXLWDEOHWRRWKHUOHQGHUVEXWEH





LQGXFWLRQ DSSHDOHG WR E\ LQWHUYLHZHH  LQ WKH TXRWDWLRQ RQ WKH















LQFHQWLYHV WR WKH XQVHFXUHGV 8QGHU VRPH FLUFXPVWDQFHV KRZHYHU
VHFXUHG FUHGLWRUV GR KDYH DQ LQFHQWLYH WR SUHIHU LQVROYHQF\ )RU




E\ KHWHURJHQHRXV SULRULWLHV 7KHLU SUHVHQFH PD\ GHVWDELOLVH
UHQHJRWLDWLRQV DW DQ HDUO\ VWDJH ,I SDUWLHV DQWLFLSDWH WKDW VHFXUHG








DJUHHLQJ QRW WR HQIRUFH <HW WKLV PD\ JLYH SDUWLHV DQ LQFHQWLYH WR
FODLPWKDWWKHLUFROODWHUDOLVWLPHVHQVLWLYHRUWRWDNHVXFKFROODWHUDO
2XU LQWHUYLHZHHV VXJJHVWHG WKDW LQ WKHVH FLUFXPVWDQFHV QRUPV RI
UHFLSURFDO FRRSHUDWLRQ FRXOG EH FDOOHG XSRQ WR SHUVXDGH VXFK
FUHGLWRUVWRDJUHHWRSDUWLFLSDWHLQDUHVWUXFWXULQJ7KHµIRONWKHRUHP¶
RI JDPH WKHRU\ SRVLWV WKDW LW LV SRVVLEOH WR VXVWDLQ FRRSHUDWLYH
RXWFRPHVHYHQLQDSULVRQHU¶VGLOHPPDJDPHSURYLGHGWKDWWKHJDPH













µ>,I@ \RX ZRUN RQ UHVWUXFWXULQJ \RX QHDUO\ DOZD\V KDYH WKH VDPH



























QRUP RI µVWDQGVWLOO¶ QRQFRRSHUDWLRQ LQ UHSHDWHG SOD\ RI WKH VDPH
JDPHDQGH[FOXVLRQIURPIXWXUHEXVLQHVV:HFRQVLGHUWKDWWKHODWWHU
LV PRUH VLJQLILFDQW 1RQFRRSHUDWLRQ LQ IXWXUH UHVWUXFWXULQJV ZRXOG
KXUWWKHµSXQLVKHU¶DVZHOODVWKHGHIHFWLQJEDQNDQGQRUPVZKLFK
UHO\RQFRVWO\HQIRUFHPHQWDUHGLIILFXOWWRVXVWDLQ$[HOURG
+RZHYHU WKH H[FOXVLRQ RI QRQFRRSHUDWLQJ EDQNV IURP WKHVH







ILQDQFLDOO\ GLVWUHVVHG ILUP LQ DQ\ JLYHQ UHVWUXFWXULQJ²D VWDWLF




KDV HYROYHG WR WKH SRLQW ZKHUH VXFFHVVIXO SUDFWLFHV IRU UHVROYLQJ
FUHGLWRUFRQIOLFWVKDYHEHHQFRGLILHGLQWRDVHULHVRISUDFWLFHVVXFKDV
WKRVH ZKLFK UHODWH WR WKH FRPSRVLWLRQ DQG YRWLQJ SUDFWLFHV RI
FRPPLWWHHV DQG SULQFLSOHV VXFK DV WKH µUXOHV¶ RI VWDQGVWLOO DQG
µHTXLW\¶ ,Q WKLV VHQVH WKH /RQGRQ $SSURDFK KDV DFTXLUHG DQ
H[LVWHQFHVHSDUDWHIURPWKHLQGLYLGXDOFDVHVLQZKLFKLWLVDSSOLHG











ODUJHVFDOH FRUSRUDWH IDLOXUHV PDGH LW ZHOO HTXLSSHG WR XQGHUWDNH
WKHVH WDVNV 7KH /RQGRQ $SSURDFK WKHQ PD\ EH VHHQ DV DQ
DGDSWDWLRQRIH[SHUWLVHZKLFKWKH%DQNDFTXLUHGGXULQJWKHSHULRGLQ






DERXWWKH/RQGRQ$SSURDFKDWDVWDJHLQWKH PLGV ZKHQ LW
EHJDQWREHPRUHIRUPDOO\DUWLFXODWHG$WDFHUWDLQSRLQWWKH/RQGRQ
$SSURDFKFHDVHGWREHVLPSO\DPDWWHURIFRPPRQNQRZOHGJHDQG
XQGHUVWDQGLQJ DPRQJ WKH ILQDQFLDO SURIHVVLRQDOV ZKR DSSOLHG LW LQ
SUDFWLFH ,W ZDV VXEMHFW WR D SURFHVV RI SDUWLDO EXW QHYHUWKHOHVV
VLJQLILFDQW FRGLILFDWLRQ ZKLFK ZDV ODWHU H[WHQGHG E\ RQH RI WKH
UHOHYDQW WUDGH DVVRFLDWLRQ ERGLHV WKH %ULWLVK %DQNHUV $VVRFLDWLRQ
ZKHQ LW SXEOLVKHG LWV JXLGHOLQHV RI  7KH GLVVHPLQDWLRQ RI
LQIRUPDWLRQ DERXW WKH /RQGRQ $SSURDFK ZDV WKHUHIRUH QR ORQJHU
EDVHGRQO\RQREVHUYDWLRQDQGLPLWDWLRQRISUHYLRXVJRRGSUDFWLFH
5DWKHU WKH UXOHV RI WKH /RQGRQ $SSURDFK EHJDQ WR RSHUDWH DV D




3LFNHU  WKDW WKH VWDWH PD\ EH DEOH WR VKLIW SDUWLHV EHWZHHQ
FRQYHQWLRQVLQJDPHVRISXUHFRRUGLQDWLRQE\µVHHGLQJ¶QRUPVDQG















ILUPV )LUVW WKH SDFH RI µJOREDOLVDWLRQ¶ LQ ILQDQFLDO PDUNHWV KDV
LQWHQVLILHG GXULQJ WKH V
￿￿ 6HFRQG ODUJH 8. FRUSRUDWHV DUH







IRU WKH QRUPV ZKLFK KDYH LQ WKH SDVW µUHJXODWHG¶ WKH /RQGRQ
$SSURDFK(DFKRIWKHVHWHQGWRUHGXFHWKHOLNHOLKRRGRIUHSHDWHG









DUH XQDEOH WR H[FOXGH EX\HUV RI ERQGV RU GLVWUHVVHG GHEW IURP
SDUWLFLSDWLQJLQIXWXUHORDQV\QGLFDWLRQV
￿￿
7UDGLQJ LQ GLVWUHVVHG GHEW EULQJV ZLWK LW SDUWLFXODU SUREOHPV 7KH
FRVWVRIFRPPXQLFDWLQJZLWKWKHSDUWLHVWRDUHQHJRWLDWLRQULVHZKHQ
WKH\ DUH FRQWLQXDOO\ FKDQJLQJ 7KH ULVN WKDW EUHDFKHV LQ
FRQILGHQWLDOLW\ ZLOO RFFXU DQG WKDW WKH GHEWRU¶V GLIILFXOWLHV ZLOO
EHFRPH SXEOLF NQRZOHGJH²ZLWK DOO WKH DVVRFLDWHG FRVWV²LV DOVR
JUHDWO\LQFUHDVHG6SHFXODWLYHWUDGHUVVXEMHFWWRKLJKSUHVVXUHWRPDNH










QHJRWLDWHG UHVWUXFWXULQJ DV WKLV PLJKW WDNH VHYHUDO \HDUV WR
LPSOHPHQW 7KH DOWHUQDWLYH WR SDUWLFLSDWLQJ LQ D UHQHJRWLDWLRQ LV WR







GLVFRXQW UDWH PHDQV WKDW WKHLU LQVROYHQF\ SD\RII ZRXOG EH KLJKHU
ZKHQGLVFRXQWHGWRSUHVHQWYDOXHWKDQDSURUDWDVHWWOHPHQWXQGHUWKH
UHQHJRWLDWLRQDQGWKDWWKH\ZLOOWKHUHIRUHUHTXLUHDKLJKHUUHWXUQLQ
WKHUHQHJRWLDWLRQLQRUGHUWR PDNHLW ZRUWKWKHLUZKLOH 7KHUHDUH

















RQH RI RXU LQWHUYLHZHHV D ODZ\HU ZKR DFWHG SULQFLSDOO\ IRU VXFK
LQYHVWRUV VXJJHVWHG WKDW WUDGHUV RI WKLV YDULHW\ ZRXOG REVHUYH
SULQFLSOHV RI UHFLSURFLW\ DV EHWZHHQ WKHPVHOYHV RI D VLPLODU²
DOWKRXJK SHUKDSV VOLJKWO\ ORRVHU²QDWXUH WR WKRVH ZKLFK ZH ZHUH







,W LV DOVR ZRUWK QRWLQJ WKDW LQ WKH ODVW WZR WR WKUHH \HDUV PDUNHW
DVVRFLDWLRQV IRU GLVWUHVVHG GHEW KDYH IRUPHG LQ 1HZ <RUN DQG
/RQGRQ
￿￿:KLOVWWKHLUSULQFLSDOIXQFWLRQDSSHDUVWREHWKHSURGXFWLRQ
RI VWDQGDUG WHUPV IRU WUDGLQJ GHEW LW LV SODXVLEOH WKDW WKHVH




,Q WKLV VWXG\ RI WKH /RQGRQ $SSURDFK ZH KDYH VHHQ KRZ QRUPV
RSHUDWHWRFRRUGLQDWHSDUWLHV¶H[SHFWDWLRQVDQGVWUDWHJLHVGXULQJGHEW
UHQHJRWLDWLRQV 1RUPV SOD\ WKH UROH ZKLFK DFFRUGLQJ WR VRPH






2XU ILQGLQJV VKRZ WKDW SULYDWH QRUPV FDQ VXEVWLWXWH IRU SXEOLFO\
VXSSOLHG DQGRU HQIRUFHG OHJDO UXOHV LQ WKH FRQWH[W RI FRUSRUDWH
UHRUJDQLVDWLRQ7KLVVXJJHVWVWKDWDQDO\VLVRIWKHµLQHIILFLHQF\¶RI
OHJDOLQVROYHQF\SURFHGXUHVSURFHHGLQJIURPWKHDVVXPSWLRQWKDWWKH\




ZD\ WR DQ H[SDQGHG IUDPH RI UHIHUHQFH IRU QRUPDWLYH DQDO\VLV RI





ZKLFK DFWRUV VHDUFK IRU DQG LPLWDWH VXFFHVVIXO VROXWLRQV WR FR
RUGLQDWLRQ SUREOHPV 7KH HYROXWLRQ RI QRUPV LV D SURFHVV RI
FRQWLQXRXVUHFHSWLRQFRGLILFDWLRQDQGGLVVHPLQDWLRQRILQIRUPDWLRQ
7KLV SURFHVV KRZHYHU GRHV QRW WDNH SODFH LQ LVRODWLRQ IURP


























EHJLQ VHH %XOORFN  7KLV IOH[LELOLW\ PD\ JLYH QRUPV DQ
HIILFLHQF\ DGYDQWDJH RYHU SXEOLFO\VXSSOLHG OHJDO SURFHGXUHV RU
SULYDWHFRQWUDFWVWRZKLFKSDUWLHVDUHµORFNHGLQ¶RYHUWLPH
7KHUHYHUVHSURFHVVPD\DOVRWDNHSODFHVKLIWVLQWKHFRPSRVLWLRQRID































WKH UHVWUXFWXULQJ SURYLGHG KH LV FRQILGHQW WKDW WKLV ZLOO QRW
DIIHFWKLVFKDQFHVRIVXFFHVV,IKHGRHVVRKLVHQWLUHZLOO
EHFRPHUHSD\DEOHLQIXOOE\WKHQRZVROYHQWILUP2IFRXUVHLI
PRUH WKDQ D IHZ FUHGLWRUV GR WKLV WKHUH ZLOO EH LQVXIILFLHQW
RYHUDOOVXUSOXVWRPDNHWKHGHDOZRUWKZKLOHWRDQ\RIWKHPDQG
LWZLOOIDLO
 7KLV FDQ IROORZ IURP WKH WDNLQJ RI VHFXULW\ LQWHUHVWVZLWK
GLIIHULQJ SULRULW\ OHYHOV RU VLPSO\ WKURXJK WKH XVH RI
VXERUGLQDWLRQDJUHHPHQWVDQGORDQFRYHQDQWV
 7KHUHLVQRVLPLODUSURKLELWLRQXQGHU(QJOLVKODZ
 7KH ODZ RI VHFXULW\ LQWHUHVWV LV D ZHOODQDO\VHG H[DPSOH
6FKZDUW]  (QJOLVK ODZ SURYLGHV D URXWH IRU WKH
JHQHUDWLRQ RI SULYDWH LQVROYHQF\ SURFHGXUHV WKURXJK WKH
SULYLOHJHGWUHDWPHQWZKLFKLWDFFRUGVWRVHFXUHGFUHGLWRUV7KH
,QVROYHQF\ $FW  SURYLGHV WKDW WKH FUHGLWRUV KROGLQJ D
IORDWLQJ FKDUJH ZKLFK FRYHUV WKH ZKROH RU VXEVWDQWLDOO\ WKH




















LL EDODQFH VKHHW WRWDO d P DQG LLL HPSOR\HHVd 
&RPSDQLHV$FWV





























 ,Q PRVW FDVHV WKH LQWHUYLHZV ZHUH WDSH UHFRUGHG DQG
VXEVHTXHQWO\ WUDQVFULEHG ,Q FDVHV ZKHUH WKHUH ZDV QR WDSH
UHFRUGLQJ QRWHV ZHUH WDNHQ GXULQJ WKH LQWHUYLHZ )XUWKHU
LQIRUPDWLRQ DERXW LQWHUYLHZHHV LV JLYHQ LQ 7DEOH  DOWKRXJK
QDPHVDQGVSHFLILFGHWDLOVKDYHQRWEHHQGLVFORVHGIRUUHDVRQV
RI FRQILGHQWLDOLW\ 5HIHUHQFHV LQ WKLV VHFWLRQ WR LQWHUYLHZ
QXPEHUVFRUUHVSRQGWRWKRVHLQ7DEOH
 $W OHDVW RQH RWKHU VWXG\ RI WKH /RQGRQ $SSURDFK KDV EHHQ
FRQGXFWHG XVLQJ D VLPLODU PHWKRGRORJ\ 7KH ILQGLQJV ZHUH
FRQVLVWHQWZLWKRXUV6HH)ORRGDQG6NRUGDNL)ORRG HWDO
 )ORRG  $ QXPEHU RI SUDFWLWLRQHUV KDYH DOVR
ZULWWHQ DERXW WKH /RQGRQ $SSURDFK LQ VLPLODU WHUPV
'RQDOGVRQII)OR\G%LUG
 6\QGLFDWHG EDQN ORDQV DUH XVXDOO\ VWUXFWXUHG VR WKDW LQLWLDO
QHJRWLDWLRQVZLWKWKHGHEWRUDUHFDUULHGRXWZLWKRQO\RQHEDQN
ZKLFK WKHQ VROLFLWV SDUWLFLSDWLRQ IURP RWKHU EDQNV LQ WKH
PDUNHWSODFH7KHLQVWLWXWLRQSHUIRUPLQJWKLVIXQFWLRQLVUHIHUUHG
WRDVWKHµOHDG¶EDQN:RRG
 )RU H[DPSOH LQWHUYLHZHHV QRWHG WKDW VWDQGVWLOO DJUHHPHQWV
ZRXOGW\SLFDOO\EHGUDIWHGE\WKHOHDGEDQNRULWVOHJDOWHDP
 ,QWHUYLHZV
 7KLV GRHV QRW PHDQ WKDW WKH GLVFLSOLQDU\ IXQFWLRQ RI GHEW LV
ZHDNHQHG ,I WKH LQYHVWLJDWLQJ DFFRXQWDQWV FRQVLGHU WKDW WKH









&RPPRQZHDOWK +ROGLQJV SOF 1R  >@ %&&  5H
2O\PSLD 	 <RUN &DQDU\ :KDUI /WG >@ %&&  5H
2O\PSLD	<RUN&DQDU\:KDUI/WG1R>@%&&
%DUFOD\V %DQN SOF Y %ULWLVK 	 &RPPRQZHDOWK +ROGLQJV SOF
>@%&&6RGHQY%ULWLVK	&RPPRQZHDOWK+ROGLQJV
SOF>@%&&
 &URVVGHIDXOW FODXVHV VWDQGDUG LQ V\QGLFDWHG OHQGLQJ
DJUHHPHQWVSURYLGHWKDWWKHGHEWRU¶VGHIDXOWXQGHUDQ\RILWV
ORDQ REOLJDWLRQV VKDOO FRQVWLWXWH DQ HYHQW RI GHIDXOW :RRG


















D UHSUHVHQWDWLYH RQ WKH FRPPLWWHH WKHUHE\ DVVLVWLQJ LQ WKH
IRUPDWLRQRIDFRQVHQVXVRIRSLQLRQ








 2Q WKH LQWHUQDOLVDWLRQ RI QRUPV LQ FRPPHUFLDO FRQWH[WV VHH
&RRWHU
 ,QGHHGZKHUHLQVROYHQF\SURFHHGLQJVDUHDFHUWDLQDOWHUQDWLYH
WKH SURSRVHU RI WKH SODQ KDV WKH DELOLW\ WR H[WUDFWDOO RI WKH











PRGHO VLPSO\ GR QRW H[WHQG WR PXOWLSDUW\ EDUJDLQLQJ
HQYLURQPHQWV6XWWRQGHPRQVWUDWHVWKDWWKHUHVXOWVRIWKLV
PRGHO GR QRW KROG IRU D ODUJH FODVV RIQSHUVRQ EDUJDLQLQJ
JDPHV




LQ /RQGRQ $SSURDFK ZRUNRXWV )RU H[DPSOH WKH 0DVVH\











 7KH XVH RI ERQGV EULQJV DGGLWLRQDO GLIILFXOWLHV LQ WKDW WKH
XQDQLPLW\SULQFLSOHEHFRPHV PRUHSUREOHPDWLFWR LPSOHPHQW
)RUH[DPSOHZKHUHEHDUHUERQGVKDYHEHHQLVVXHGLWPD\EH
LPSRVVLEOH WR WUDFH WKH ERQGKROGHUV +RZHYHU XQGHU (QJOLVK
ODZWKLVSUREOHPLVPRUHDSSDUHQWWKDQUHDO,WLVOHJDOWRZULWH
PDMRULW\YRWLQJFODXVHVLQWRERQGLVVXHVZKLFKSURYLGHWKDWD
UHVWUXFWXULQJ SURSRVDO PD\ EH DFFHSWHG E\ D PDMRULW\ RI WKH
KROGHUV7KHPDMRULW\¶VGHFLVLRQZLOOEHELQGLQJSURYLGHGWKDWLW










1R 'DWH 3URIHVVLRQ *HRJUDSKLF
/RFDWLRQ
([SHUWLVH 7UDQVFULSW
  $FFRXQWDQW /RQGRQ EEF <
 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 $FFRXQWDQW /RQGRQ DEEF <
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 /DZ\HU /RQGRQ+. EEF <
 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  /DZ\HU /RQGRQ EE <
  /DZ\HU /RQGRQ86 EE <
  /DZ\HU /RQGRQ EEF <
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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 &RQWUDFWV %HWZHHQ
%XVLQHVVPHQ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